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United States District Court
Southern District of Texas

ENTERED
May 30, 2022
UNITED STATES DISTRICT COURT Nathan Ochsner, Clerk
SOUTHERN DISTRICT OF TEXAS
HOUSTON DIVISION
BMC SOFTWARE, INC., §
§
Plaintiff, §
§
V. § CIviL ACTION No. H-17-2254

§
INTERNATIONAL BUSINESS MACHINES §
CORPORATION, §
§
Defendant. §

FINDINGS OF FACT AND CONCLUSIONS OF LAW

I. PROCEDURAL HISTORY OF THE CASE

BMC filed this case against IBM on July 21, 2017. Dkt. 1. In its initial and first amended
complaints, BMC applied for a preliminary injunction to prevent AT&T and IBM from completing
Project Swallowtail, an AT&T-initiated project involving the migration of BMC software to IBM
software that BMC claimed caused ongoing damages and infringed on its trade secrets.! Id. at 19—
32; see also Dkts. 37, 38, 92, 170. United States Magistrate Judge Nancy K. Johnson held a
preliminary injunction hearing from November 28 through December 1, 2017. Dkt. 219 at 1.
Ultimately, Judge Johnson concluded that BMC failed to establish a substantial threat of
irreparable injury if Project Swallowtail were allowed to proceed. Id. at 26-27. To the extent that
BMC argued that Project Swallowtail caused ongoing damages, the court found that the evidence
was “too speculative to form the factual basis for the issuance of an injunction.” Id. at 27. Turning

to BMC'’s trade secrets claim, the court concluded that BMC’s software patches did not contain

! AT&T was one of BMC and IBM’s mutual customers. Though this case concerns an
AT&T-initiated project, AT&T is not a party to this case.
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protected source code, even as they were subject to confidentiality restrictions found in the 2008
Master Licensing Agreement (the “MLA”), one of the contracts governing the parties’
relationship. See id. at 29-30. This court adopted Judge Johnson’s factual findings in full and her
conclusion that BMC failed to show a substantial threat of injury justifying the extraordinary
equitable relief it sought. Dkt. 270 at 9-11.

BMC also sought a jury trial through its initial and first amended complaints. See Dkts. 1
at 33,37 at 55. IBM moved to strike BMC’s jury demand on the theory that the MLA’s waiver of
jury trial provision applied to BMC’s claims under the 2015 Outsourcing Attachment (the “2015
OA” or the “OA”), another contract governing the parties’ relationship. See Dkt. 213. Looking
to the contracts’ plain meaning, Judge Johnson agreed that the MLA and the 2015 OA formed an
integrated whole. See Dkt. 256 at 14-21. On January 25, 2019, this court adopted Judge Johnson’s
conclusion in full because the “straightforward language of the 2015 OA indicates the parties’
clear intention for the 2015 OA and the MLA to form an integrated contract.” Dkt. 287 at 6. BMC
filed a Second Amended Complaint (the “SAC”) on February 22, 2019, wherein it raised twelve
causes of action, including: breach of sections 5.4, 5.1, and 1.1 of the 2015 OA; anticipatory breach
of contract; breach of section 8 of the MLA; fraudulent inducement; breach of the duty of good
faith and fair dealing; tortious interference; common law misappropriation of trade secrets;
misappropriation of trade secrets under Texas Uniform Trade Secrets Act (“TUTSA”) and Federal
Defend Trade Secrets Act (“DTSA”); and unfair competition. See Dkt. 295 at 23-48. In its
Answer, IBM raised ten affirmative defenses including, in relevant part, that section 5.4 of the
2015 OA is unenforceable under New York law and that the equitable doctrine of unclean hands
barred BMC’s claims because BMC failed to perform under the 2015 OA. See Dkt. 299 at 22-27.

In July 2020, BMC moved for partial summary judgment on IBM’s breach of sections 1.1
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and 5.4 of the 2015 OA (Dkt. 381), construction on damages limitations provisions in the MLA
(Dkt. 385), certain IBM affirmative defenses (Dkt. 387), and IBM’s counterclaim for breach of the
2015 OA’s most-favored customer provision (dkt. 391). With respect to its motion for partial
summary judgment on the MLA’s damage limitations, BMC argued that MLA section 10
authorized the recovery of licensing fees that are “payable” to BMC. Dkt. 385 at 16—-18. In its
motion on IBM’s affirmative defenses, BMC did not move for summary judgment on IBM’s
defense that section 5.4 is an unenforceable restrictive covenant under New York law. See
generally Dkt. 387.

Likewise, IBM moved for partial summary judgment on its counterclaims (dkt. 394) and
summary judgment on all of BMC’s claims (dkt. 396). Echoing its affirmative defense, IBM
argued in the former that BMC’s interpretation of the 2015 OA’s non-displacement provision
rendered it an unenforceable restrictive covenant under New York contract law. See Dkt. 394 at
21. In the latter motion, IBM claimed that all of BMC’s claims failed as a matter of law. See
generally Dkt. 396.

On referral from this court, United States Magistrate Judge Christina Bryan issued a
Memorandum and Recommendation (the “M&R™) adjudicating the parties’ competing motions.
See generally Dkt. 561. Inrelevant part, the Magistrate Court: (1) recommended denying summary
judgment to both parties on BMC’s claims for breach of sections 1.1, 5.1, and 5.4 of the 2015 OA
after finding that the 2015 OA was ambiguous;? (2) recommended denying summary judgment to
IBM on BMC’s claim for breach of MLA section 8, fraudulent inducement, and BMC’s claims for

breach of TUTSA, DTSA, and common law unfair competition; (3) recommended granting

2 BMC only moved for summary judgment on its claims for breach of sections 1.1 and 5.4,

even though in the SAC BMC also raised a breach claim related to section 5.1. See Dkts. 381,
299. Because IBM moved for summary judgment on al// of BMC’s claims, Judge Bryan analyzed
whether IBM was entitled to summary judgment for BMC’s breach of section 5.1 claim.

3
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summary judgment on BMC’s lost profits damages model because it was barred by MLA section
10; (4) recommended granting summary judgment on certain of IBM’s affirmative defenses except
ratification; and (5) recommended denying summary judgment to both parties on IBM’s
counterclaim for breach of the 2015 OA’s most favored customer provision. /d.

After reviewing the parties’ objections, this court adopted the M&R only in part. See Dkt.
586. The court granted BMC summary judgment on its claim for breach of section 5.4 of the 2015
OA after finding that the 2015 OA was unambiguous and there was no dispute of material fact that
IBM displaced BMC’s products with its own. See id. at 2—5. The court also determined that
section 5.1 of the OA was unambiguous. /d. at 5—-6. Because the court determined that sections
5.1 and 5.4 were unambiguous, it did not defer ruling on BMC’s claim for breach of section 1.1.
Id. at 6. Finding that section 1.1 “merely puts IBM to an election regarding how it would use BMC
products in relation to its provision of IT Services at AT&T,” the court concluded that BMC could
not “proceed on an independent claim for breach of section 1.1.”% Id. The court next adopted the
M&R’s recommendation that MLA section 9’s consequential damages limitation barred BMC’s
lost profits model. Id. at 8. However, the court noted that this decision would not preclude BMC
“from arguing that the damage limitation provisions are unenforceable if it succeeds on its claim
for fraudulent inducement of the 2015 OA.” Id. Turning next to the MLA’s “paid or payable”
language, the court did not determine whether BMC’s licensing fees were recoverable. See id. at
9. Finally, with respect to IBM’s counterclaim for breach of the 2015 OA’s most favored customer
provision, the court concluded that IBM “failed to raise a genuine issue of material fact as to the

existence of a comparable competitor or its damages.” Id. at 9.

3 Importantly, the court noted that this finding would not “preclude BMC from arguing that

section 1.1 provides the framework for benefit-of-the-bargain damages for IBM’s breach of section
5.4.” Dkt. 589 at 6.
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Following further briefing from the parties, the court clarified in a subsequent order that:
(1) its finding that the 2015 OA was unambiguous constituted objective evidence that there was a
meeting of the minds; (2) the determination of IBM’s breach of section 5.4 did not resolve the
other elements of BMC’s contract claims, including its own performance; (3) whether section 5.4
is an unenforceable restrictive covenant was not squarely resolved at summary judgment because
BMC did not technically move for summary judgment on IBM’s unenforceability affirmative
defense; (4) whether IBM displaced BMC products for the “sole purpose” of supporting AT&T—
an issue critical to BMC’s breach of section 5.1 claim—remained to be tried; and (5) the breach,
causation, and damages elements of BMC’s breach of MLA section 8 claim remained to be tried.
Dkt. 603 2—10.

BMC has six remaining claims against IBM. Of those six, three are breach of contract
claims: (1) IBM’s breach of section 5.4 of the 2015 OA; (2) IBM’s breach of section 5.1 of the
2015 OA; (3) IBM’s breach of section 8 of the MLA. BMC also claims that IBM fraudulently
induced it into signing the 2015 OA. Finally, BMC claims that IBM misappropriated its trade
secrets under TUTSA and DTSA, and, for any information that does not qualify as a trade secret,
BMC asserts a claim for common law unfair competition by misappropriation. See Dkts. 295,
561, 586, 603.

IBM denies it breached the MLA or the 2015 OA, fraudulently induced BMC into the 2015
OA, and misappropriated BMC’s trade secrets. In addition, IBM asserts that even if BMC can
prove some or all its claims, it cannot show any damages. See Dkt. 299.

As a result of the parties’ waiver of a jury trial, this case was tried to the court from March
14 through March 24, 2022. Both parties moved for judgment on partial findings. See Dkts. 665,

751, 752. Both parties filed proposed findings of fact and conclusions of law, as well as multiple
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post-trial briefs on the remaining issues. See Dkts. 668 (BMC Software's Trial Brief on Standard

for Fraudulent-Inducement Claim), 687 (Defendant IBM's Post-Trial Brief Addressing Damages

Issues Raised at Trial), 689 (IBM's Post-Trial Proposed Findings of Fact and Conclusions of Law),

694 (Defendant IBM's Posttrial Brief and Response to BMC's Motion for Judgment on Partial

Findings), 723 (BMC Software, Inc.'s Corrected Post-Trial Proposed Findings of Fact and

Conclusions of Law).

The parties agreed to the following facts:

a)

b)

g)
h)

)

k)

D

BMC is a Delaware corporation and a citizen of Texas, with its principal place of
business located in Texas.

IBM is a New York corporation and a citizen of New Y ork, with its principal place
of business located in New York. IBM also does business in Texas.

AT&T and BMC entered into a Master Purchase Agreement in 2007.

IBM was the IT Outsourcer for AT&T’s mainframe environment for many years.
The current AT&T is the result of various mergers, including the acquisition by
SBC of two other “Baby Bell” companies.

BMC and IBM entered into the MLA in March 2008.

The MLA is a valid contract in existence between BMC and IBM.

BMC and IBM entered into a 2008 Outsourcing Attachment to the MLA.

BMC and IBM entered into a 2013 Outsourcing Attachment.

IBM and AT&T entered into an agreement to perform Project Swallowtail on June
26, 2015.

BMC and IBM entered into the 2015 OA on September 30, 2015.

The 2015 OA is a valid contract in existence between BMC and IBM.
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m) Project Swallowtail is complete. It resulted in the replacement of fourteen BMC
mainframe software products with IBM’s mainframe software products, the
replacement of five BMC mainframe software products with third-party products,
and the retirement of one additional BMC mainframe software product.

n) BMC is not pursuing any claims for equitable relief.

The matter is fully briefed and tried. After thoroughly reviewing this case’s extensive
record, including the applicable law, the testimony at trial, designated depositions, and admitted
exhibits, the court makes the following Findings of Fact and Conclusions of Law.*

II. FINDINGS OF FACT
A. The Parties and Their Relationships

1. BMC is a private, Houston-based software company that, among other things,
develops and licenses proprietary mainframe software products that help customers manage and
automate business operations. Dkt. 561 at 1; Trial Tr. 137:17-23, 149:25-150:6, Mar. 14, 2022
(Ah Chu); Trial Tr. 102:9—-103:5, Mar. 15, 2022 (Jones). A “mainframe” is a high-performance
computer—a piece of hardware made of integrated circuits—that can process massive amounts of
information at once. Trial Tr. 140:23-25, Mar. 14, 2022 (Ah Chu); Trial Tr. 57:01-59:25, Mar.
16, 2022 (Roman). When first produced, mainframes were the size of refrigerators. Trial Tr.
58:12—13, Mar. 16, 2022 (Roman). Today, mainframes are smaller pieces of hardware, though
still significantly larger than the laptops familiar to most consumers. See id.

2. Because mainframes exceed the needs of most computer users, they are used
primarily by large organizations for critical applications that require high volumes of data

processing. Trial Tr. 144:17-24, Mar. 14, 2022 (Ah Chu); Trial Tr. 103:12—-16, Mar. 15, 2022

4 If any finding of fact is more properly considered a conclusion of law, it shall be so deemed.
Likewise, if any conclusion of law is more properly deemed a finding of fact, it shall be so deemed.

7
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(Jones); Trial Tr. 57:25-58:16, Mar. 17, 2022 (Skinner). A mainframe’s capacity is measured by
the millions of instructions per second (“MIPS”) that it can process. Trial Tr. 140:15-20, Mar. 14,
2022 (Ah Chu). Depending on what a software product does, its efficiency can be more-or-less
gauged by the number of MIPS it uses, with more efficient software products using fewer MIPS.
Trial Tr. 138:06-08, Mar. 15, 2022 (Ah Chu).

3. BMC’s mainframe software products, and the accompanying services that BMC
provides, are used by its customers to run, manage, and secure operations on their mainframe
computers. Trial Tr. 137:17-23, Mar. 14, 2022 (Ah Chu). BMC’s software products are like the
“system utilities” familiar to some PC users: they help customers manage computer memory usage,
backup data, automate tasks, and the like. Trial Tr. 60:13—63:20, Mar. 16, 2022 (Romén). BMC’s
mainframe business unit is responsible for selling BMC’s mainframe software products to “end
user” customers—the business entities that are using the software on their mainframe computers.
See Appleby Dep. 8:08-9:10.°

4. BMC’s entire business model is predicated on the creation and licensing of its
software. Trial Tr. 140:01-04, Mar. 14, 2022 (Ah Chu). During trial, Raul Ah Chu, BMC’s Vice
President of Global Outsourcers and Systems Integrated Group, testified that ‘“software
[intellectual property] is the entire company. So, every dollar...[of]...revenue that BMC generates
is directly related to licensing that IP.” Id.

5. IBM is a public, New York-based information technology company. Dkt. 561 at
1. With more than 345,000 employees and $73 billion in annual revenue as of 2020, IBM is one
of the world’s largest companies and is a “heavyweight” puncher in the IT industry. Trial Tr.

62:23-25, Mar. 15, 2022 (Roman). In relevant part, IBM manufactures mainframe computers,

5 The parties designated twenty-four depositions in lieu of presenting those witnesses at trial.

8
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creates mainframe software, and provides IT outsourcing services, including to BMC customers.
Dkt. 561 at 1; Trial Tr. 140:14—16, Mar. 14, 2022 (Ah Chu). “IT outsourcing” refers to a business’s
use of an external service provider to operate and manage its information technology (IT)-enabled
business processes, application services, and infrastructure solutions. Trial Tr. 138:17-20, Mar.
14,2022 (Ah Chu); Trial Tr. 26:23-27:07, Mar. 16, 2022 (McGuinn); Trial Tr. 65:13—65:19 Mar.
16, 2022 (Romén); Trial Tr. 50:20-51:07, Mar. 17, 2022 (Skinner). In short, IT outsourcers are
tasked with keeping the client’s computer systems up and running. Trial Tr. 62:10-63:11, Mar.
16, 2022 (Roman).

6. As a mainframe software developer, IBM directly competes with BMC “almost one
for one.” Trial Tr. 145:16—-17, Mar. 14, 2022 (Ah Chu). In its role as an IT outsourcer, IBM is
paid to operate and maintain its customers’ mainframe IT services, including customers who
employ BMC software on their mainframes. Dkt. 561 at 1; see Bergdoll Dep. at 58:08—13 (“IBM
[is] . . . in essence, a monopoly player in the mainframe business because they provide the
hardware, they provide the system software, they provide the database software, and they have a
host of offerings that other [Independent Software Vendors] might have . . . .”); Trial Tr. 138:17—
20, Mar. 14, 2022 (Ah Chu); Trial Tr. 117:07-19, Mar. 15, 2022 (Jones); Trial Tr. 26:17-27:07,
Mar. 16, 2022 (McGuinn); Trial Tr. 65:05-19, Mar. 16, 2022 (Roman); Trial Tr. 50:20-51:07,
Mar. 17, 2022 (Skinner).

7. IBM provides IT outsourcing services to its customers through its Global
Technology Services (“GTS”) business, also known as its Strategic Outsourcing Division. Shell
Dep. 48:01-05; Cattanach Dep. 14:13-20; Stafford Dep. 5:11-25; Trial Tr. 145:22—-146:03, Mar.
14,2022 (Ah Chu); Trial Tr. 105:01-25, 106:18-24, Mar. 15, 2022 (Jones); Trial Tr. 50:16-51:05,

50:08-12, Mar. 17, 2022 (Skinner). GTS’ functions are now housed in a separate spin-off business
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named Kendryl. Trial Tr. 51:10-12, Mar. 16, 2022 (Roman). IBM’s outsourcing division
generates approximately $20 billion in revenue per year, and IBM functions as the largest
outsourcer of mainframe services in the world. Trial Tr. 100:23-24, Mar. 15, 2022 (Jones).

8. Although other companies offer IT outsourcing services that use BMC products,
IBM is the only outsourcer that both uses BMC products to service its clients and offers a full suite
of competing mainframe software products large enough to replace a client’s entire portfolio of
BMC products.® Bergdoll Dep. 187:08-24; see Trial Tr. 145:17-21, Mar. 14, 2022 (Ah Chu).
BMC does not offer competing IT outsourcing services, though it “supports and manages the
relationship between [itself] and . . . global outsourcers,” like IBM, through its Global Outsourcers
and Systems Integrators (“GOSI”) team. Trial Tr. 138:08—15, Mar. 14, 2022 (Ah Chu). By virtue
of these two complementary roles, IBM—as an outsourcer—can acquire unique knowledge about
how a competitor’s software operates on a mutual customer’s mainframe system. Trial Tr. 63:21—
25, Mar. 16, 2022 (Roman).

0. Hundreds of BMC’s software customers also use IBM’s IT outsourcing services to
manage their mainframe computers’ operations. Dkt. 561 at 2; PX250 at BMC-000070461 (list
sent by IBM to BMC identifying certain mutual customers); PX479 at IBM00000390 (same); see
Stafford Dep. 5:16—6:22; Trial Tr. 186:24—187:04, Mar. 14, 2022 (Ah Chu). As a general matter,
when this occurs, the mutual customer contracts with BMC to own licenses to the BMC mainframe
software products, but separately contracts with IBM in its outsourcing capacity to operate BMC

products in the customer’s mainframe environment and interact with BMC’s technical support

6 Computer Associates (“CA”), another software development company, directly competes

with BMC’s mainframe software portfolio but does not manufacture mainframes or provide IT
outsourcing services. Trial Tr. 100:12—101:15, Mar. 15, 2022 (Jones).

10
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when issues arise. Shell Dep. 34:12-20; Trial Tr. 103:06—09, 105:04-25, Mar. 15, 2022 (Jones);
Trial Tr. 26:13-27:07, Mar. 16, 2022 (McGuinn); Trial Tr. 65:05-19, Mar. 16, 2022 (Romaén).

10. Because they are direct competitors in the software development space, but partners
when a mutual customer hires IBM as an outsourcer to operate mainframes running BMC software,
BMC and IBM have “a complex, multifaceted relationship.” Trial Tr. 145:24-25, Mar. 14, 2022
(Ah Chu); see also Bergdoll Dep. at 53:12-21; id. at 54:05—11 (noting that IBM is different from
other outsourcers because “IBM acts in multiple behalves in part for their customers™); Stafford
Dep. 221:14-20 (noting that BMC is one of IBM’s top software suppliers). Augmenting this
complexity further, IBM was also, at the time, a “significant customer” of BMC’s insofar as it
purchased software licenses or certain licensing rights from BMC. Trial Tr. 101:24-102:02, Mar.
15,2022 (Jones).
B. AT&T

11. One of BMC and IBM’s mutual customers is AT&T. AT&T was one of BMC’s
biggest mainframe software clients, and “was one of the most strategic and tenured customers that
[BMC] had.” Trial Tr. 187:22-23, Mar. 14, 2022 (Ah Chu). BMC considered AT&T to be a
“showcase” account. DX128 (describing “showcase” accounts as “key strategic clients” to BMC);
see also Appleby Dep. 51:25-52:12; PX205 at BMC-000010535 (“AT&T is [BMC’s] largest
commercial account.”); Poole Dep. 186:23—187:02 (noting that AT&T was a valued client to
BMCO).

12. Prior to the events giving rise to this case, BMC provided mainframe software to
AT&T. Conway Dep. 21:18-20. For this software, AT&T held a perpetual license granting it and
its IT outsourcers the right to use BMC’s software. Trial Tr. 195:01-11, Mar. 15, 2022 (Jones)

(testifying that AT&T purchased a perpetual license to use BMC’s software). AT&T also held a

11
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separate “software maintenance and support” contract from BMC that entitled AT&T (and IBM
and other AT&T services providers) to contact BMC customer service for assistance when
problems arose relating to AT&T’s use of BMC’s products. See DX018 (2014 Mainframe Order).

13. Since 1999, AT&T has used IBM as its mainframe IT outsourcer. Shell Dep.
23:18-21; Ulaszek Dep. 9:23-25; see Conway Dep. 11:08-24, 13:14-23. IBM’s revenue from
AT&T is substantial; as of 2017, IBM received more than $100 million per month from AT&T.
Ulaszek Dep. 17:12-18:02 (testifying that IBM received “in th[e] neighborhood” of over $100
million in revenue a month from AT&T); see also Brickhaus Dep. 83:03-84:05 (IBM monthly bills
to AT&T for mainframe services alone are “approximately $10 million a month”); Knight Dep.
66:10-21 (noting the importance of AT&T to IBM). Over the last seven years, AT&T accounted
for at least $1 billion of IBM’s outsourcing division’s revenue. See PX222 at IBM00007098-99
(internal slideshow discussing “contract value” figures); PX216 at IBM00007356—57 (same). So,
understandably, AT&T is also an important client for IBM. See Knight Dep. 66:10-21 (noting the
importance of AT&T to IBM).

14. To perform as an IT outsourcer when a client used BMC mainframe software, IBM
required “a contractual vehicle . . . to conduct . . . business” with “BMC and any clients [in] an
outsourcing environment.” Craig Dep. 26:01-07. BMC provided IBM that ability under the 2015
OA’s “no fee” Access and Use option on the condition that it not then displace BMC’s products
with its own products. See PX4; Schulman Dep. 145:10-147:05 (explaining that the parties’
agreements prevented IBM from “leveraging its position and access to displace BMC”).

15. As AT&T’s IT outsourcer, IBM manages and operates AT&T’s mainframe
operations—"all the application jobs,” database support requirements, “hardware refreshes,” and

other “basic IT stuff’—and the software products on the AT&T mainframe computers, including

12
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the BMC products AT&T previously used. Shell Dep. 34:12-20. IBM’s responsibilities also
include resolving technical issues as they arise by opening technical support cases directly with
any Independent Software Vendor (“ISV”), including BMC, that licenses software installed in
AT&T’s mainframe environment. See Conway Dep. 11:25-12:06. For example, when IBM had
a question about the way a BMC product functioned in the AT&T environment, IBM would
contact BMC’s support services, and BMC would diagnose the problem and provide instructions
to IBM on how to resolve the issue. See Sessarego Dep. 5:25-7:11; Trial Tr. 22:18-26:01, Mar.
16, 2022 (McGuinn); Trial Tr. 96:09-97:04, Mar. 16, 2022 (Romaén).

16. The close access that IBM personnel had to AT&T’s mainframe environment and
experience with how BMC products operate in that environment gave IBM exclusive insights into
how the software products AT&T used, including BMC products, worked under the operational
demands of AT&T’s computing environment. See Shell Dep. 35:23-37:01; see also Bergdoll Dep.
187:08-24 (noting the “unique nature” of IBM as an IT outsourcer that also sells competing
products, as “[n]o other outsourcer has competing products”).

C. The Parties’ Contractual Relationship

17. This case, however, principally involves contract disputes between BMC and IBM.
Relevant to those disputes are several contracts: the MLA; the 2015 OA; BMC’s standard End
User License Agreement (the “EULA”); and the BMC-AT&T End User License Agreement (the
“AT&T EULA”).

1. The MLA

18. The contractual structure governing the business relationship between BMC and
IBM includes the MLA. PX1. BMC and IBM executed the MLA on March 31, 2008, to streamline

the way they do business by agreeing to a contractual framework that governs both IBM’s licensing

13
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of BMC’s software products and the parties’ business relationship worldwide. PX1; see also Craig
Dep. 25:14-26:7;7 Trial Tr. 141:25-142:05, Mar. 14, 2022 (Ah Chu) (Q: “So what generally
governs BMC’s relationships with companies that provide outsourcing services using BMC
products? What agreements are issue?” A: “It’s—the agreements [are] typically the MLA...and
then the OA.”).

19. In recognition of IBM’s preeminent role as an IT outsourcer, and “[s]ubject to the
terms of an executed Outsourcing Attachment,” the MLA “grant[s]” IBM a “license” for the
“provision of services to a third party,” among other rights. PX1 at 1. But the use of this license
is subject to some restrictions.

a. MLA Section 8: Proprietary Rights and Confidentiality

20. Section 8: Proprietary Rights and Confidentiality, limits IBM’s ability to use
confidential information about BMC’s products that it might receive during the parties’ business
relationship:

“Confidential Information” means all proprietary or confidential information that
is disclosed to the recipient (“Recipient”) by the discloser (“Discloser”), and
includes, among other things (i) any and all information relating to products or
services provided by a Discloser, its financial information, software code, flow
charts, techniques, specifications, development and marketing plans, strategies, and
forecasts; [and](ii) as to BMC, and its licensors, the Product and any third party
software provided with the Product...Confidential Information does not include
information that Recipient can show: (a) was rightfully in Recipient’s possession
without any obligation of confidentiality before receipt from the Discloser, [or] (b)
is or becomes a matter of public knowledge through no fault of Recipient...All
materials containing Confidential Information must have a restrictive marking of
the Discloser at the time of disclosure...Recipient may not disclose Confidential
Information of Discloser to any third party, however, the Recipient may disclose
Confidential Information to: i) its employees and employees of its parent and
majority owned affiliates who have a need to know; and ii) any other party with the
Discloser’s prior written consent.

7 Robert Craig, a Procurement Project Manager for IBM, has been responsible for managing

IBM’s relationship with BMC at the global level since approximately 2006. See Craig Dep. 4:09—
4:23.

14
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PX1 at 3 (emphasis added). The MLA defines “Product” as “the object code of the software and
all accompanying Documentation delivered to [IBM], including all items delivered by BMC to
[IBM] under [the support services program].” PX1 §1. “Documentation” is defined to include
“the technical publications relating to the software, such as release notes, reference, user,
installation, system administrator and technical guidelines, included with the Product.” Id.
b. MLA Section 9: Disclaimer of Damages

21. Just as the MLA limits the scope of acceptable behavior between the parties, so too
does it limit their remedies in the event of breach in two important respects. First, section 9:
Disclaimer of Damages provides that:

Except for violation of proprietary rights and confidentiality (section 8) and

infringement claims (section 12), neither party, its affiliates or BMC’s licensors are

liable for any special, indirect, incidental, punitive or consequential damages

relating to or arising out of this agreement, support, the product, or any third party

code or software provided with the product (including, without limitation, lost

profits, lost computer usage times, and damage to or loss of use of data), even if

advised of the possibility of such damages, and irrespective of negligence of a party

or whether such damages result from a claim arising under tort or contract law. The

foregoing limitation of liability will apply unless otherwise required by the local
law of the country where the products are ordered.

Id. at 3.
c¢. MLA Section 10: Limits on Liability

22. The very next section—section 10: Limits of Liability—limits “[e]ach party’s
liability arising out of or related to [the MLA] agreement, the product, or the use of the
product . . . . to the greater of $5,000,000 or the amount paid or payable by the customer for the
license to the applicable product giving rising to the claim.” Id. at 10.

2. The 2015 OA

23. As contemplated by the MLA, the parties signed several outsourcing attachments
to define the terms of their business relationship. Most relevant among them is the 2015 OA. PX4.

Titled as an “Attachment” to the “Master License Agreement,” the 2015 OA “addresses the terms
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under which BMC grants to [IBM] the right to use the Products in its IT Services business.”® Id.
Acknowledging the parties’ mutual “intent . . . to operate under a common set of terms and
conditions on a worldwide basis,” the 2015 OA, “along with the [MLA],” was meant to “serve as
the master worldwide document[] for all applicable” software and software licensing orders. /d.
Were there any doubt, though, the 2015 OA makes clear that “[a]ll Products provided under the
OA are governed by the OA, the [MLA], any Participation Agreement, and any applicable Order.”
Id. (“The parties agree that . . . this OA will govern all IT Services engagements by Customer and
that all prior Orders, Access and Use Agreements . . . entered into under the Prior Agreements will
now be governed by this OA and the [MLA].”). In short, the 2015 OA functions as the “single
point of control for the business terms related to the subject matter” contained in its four corners.
1d.

24. The kinds of “IT Services” that IBM could pick from were detailed in section 1.1
of'the 2015 OA, “IT Services Options.” That section required IBM to “elect one of . . . five options
regarding its use” of BMC’s products: “(a) Access and Use — (sections 5.1, 5.2, 5.3, and 5.4), (b)
License Suspension — (section 5.5), (¢) Customer owned Products — (sections 6, 7, and 8), (d)
Mirror Order — (section 11), or (¢) Shared Hosting — (section 12).” Id. §1.1.

25. Pursuant to section 3 of the OA, IBM “may exercise its rights to access and use the
Products (including BMC Customer Licenses) through its Authorized Users.”® Id. §3.

26. Section 3.1 supplements section 3 and ensures that IBM “may allow its Clients [i.e.,

AT&T in this case] and Clients’ employees, agents, contractors and third party service

8 As Craig testified in his deposition, the outsourcing attachments “typically cover[ed]

operational matters” and guided IBM in managing the day-to-day relationship with BMC. See
Craig Dep. 39:24-40:03.

? “Authorized Users” is defined in section 2 of the OA as IBM’s “employees, agents,
contractors and third party service providers. PX4.
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providers . . . to have worldwide access to and use of the Products.” Id.
27. Section 5 of the 2015 OA provides that it “will apply to [IBM]’s access and use of

the BMC Customer Licenses and apply retroactively to the point of first access by [IBM].” Id. at
§5.

28. IBM availed itself of BMC’s “Access and Use” option. Section 5.1 provided that
“BMC will allow [IBM] to use, access, install and have operational responsibility of the BMC
Customer Licenses . . . under the terms of the BMC Customer’s license agreement with BMC for
no fee . . . provided that the BMC Customer Licenses are used solely for the purposes of supporting
the BMC Customer who owns such licenses.”!® PX4 §5.1 (emphasis added). While this language
limited how IBM could use AT&T’s license, it required BMC to make certain disclosures to IBM:

Except as set forth herein, the BMC Customer Licenses will continue to be
governed by the terms, conditions and discounts of the BMC license agreement
between BMC and the BMC Customer; notwithstanding the terms of the
Agreement and the OA, Customer shall be bound by such terms of such license
agreement. BMC will make available to Customer a representative copy of its
typical BMC Customer license agreement (“BMC EULA”) and will inform
Customer in writing of any material differences between the BMC EULA and BMC
Customer’s agreement after Customer provides written notice of Access and Use
in accordance with the process detailed in section 5.3.

Id. Elsewhere, in section 5.4, the 2015 OA also limited IBM’s ability to displace BMC’s products.
Specifically, the contract’s non-displacement provision

applies only to [IBM’s] Access and Use of BMC Customer Licenses by [IBM’s]
strategic outsourcing division (or its successor) for the BMC Customers listed on
Exhibit K (the “Exhibit K Customers”). Subject to the foregoing, [IBM] agrees
that, while [IBM] cannot displace any BMC Customer Licenses with [IBM]
products, [IBM] may discontinue use of BMC Customer Licenses for other valid
business reasons. All terms in sections 5.1, 5.2, and 5.3 apply to [[BM’s] use of
BMC Customer licenses belonging to any Exhibit K Customers.

10 “BMC Customer” is defined as “a third party which licenses the Products and which

becomes a Client at commencement of or during delivery of IT Services.” PX4 at 1. Here, the
“BMC Customer” is AT&T, for whom IBM served as an IT outsourcer.
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1d. §5.4.

29. These restrictions and obligations were absent under other election options outlined
in section 1.1, namely “(c) Customer owned Products — (sections 6, 7, and 8).” Id. For a price,
IBM could purchase its own license unencumbered by the restrictions attached to its “no fee” use
of AT&T’s license under section 5. Should IBM want its own license, section 8.1 stated that it
“will be entitled to a global minimum discount of 72% off the Listed Price in Exhibit H for all
purchases of new licenses.” Id.!! Exhibit H (Systems Management — Mainframe Products), in
turn, lists the standard pricing available for each of BMC’s products. /d.

30. While the MLA contained various liability and damages restrictions, the 2015 OA
also included a full-scale release for IBM for “claims of any nature whatsoever arising from or
related to [IBM’s] performance or failure of performance under” prior outsourcing attachments
and the MLA, including “any and all Claims related to Customer displacements of BMC Customer
Licenses to date.” Id.

3. The BMC-AT&T Licensing Agreement

31. AT&T’s mainframe utility software-related agreements with BMC include a 2007
Master Purchase Agreement (“MPA”). DX10. The MPA “grants to AT&T a nonexclusive,
irrevocable (except as provided ), perpetual . . . Enterprise-Wide license to use the Standard
Software.” Id. at 44. Section 3.3 of the MPA gave AT&T certain assignment and delegation
rights. Specifically,

[n]either Party may assign, delegate, or otherwise transfer its rights or obligations

under this Agreement . . . without the prior written consent of the other Party, except

as follows with notice: (a) Without securing the consent of the other Party, either

Party may assign its rights, or delegate its duties, or both, in whole or in part, (i) to
any present or future Affiliate of the assigning Party; or (ii) to any third party that

1 The minimum discount to which IBM would be “entitled” for BMC products would

downgrade to 35% off the list price in the event the parties failed to reach a renewal agreement
following the OA’s termination date. PX4 at 10.
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assumes the operation of or otherwise acquires any substantial portion of the
business of the assigning Party affected by this Agreement or an Order provided
that in either (a)(i) or (ii) above, the assignee assumes all obligations under this
Agreement or Order and if the assignment is for Materials the assigning entity no
longer uses the assigned Material; and (b) Supplier may subcontract its
performance...Any assignment, delegation or transfer for which consent is required
hereby and which is made without such consent given in writing will be void.

The provisions of the foregoing paragraph are not applicable in the event a third
party (“Outsourcer”) which by purchase, lease, outsourcing or otherwise, assumes
the operation, administration and/or management of any substantial portion of the
business of AT&T . . . for the purpose of providing data processing services to
AT&T or an Affiliate (“Outsourcing”). In the event of an Outsourcing, [BMC’s]
consent shall be required and shall not be unreasonably withheld provided that the
Outsourcer agrees in writing with [BMC] to be bound by the terms of this
Agreement and the applicable Order and only uses the Material for the sole benefit
of AT&T or the applicable Affiliate by providing data processing services to such
entity.

DX10 at 10-11.

32.

Under the MPA, “services” meant “any and all labor or service provided in

connection with this Agreement and an applicable Order, including but not limited to, consultation,

engineering, installation, removal, maintenance, training, technical support, repair, programming,”

among others. Id. at 8.

4.

33.

The Standard BMC EULA

BMC’s standard EULA was considerably shorter than the company’s agreement

with AT&T. Compare DX10 (sixty-six pages), with DX7 (twelve pages). It did not contain the

same assignment and delegation rights as the BMC-AT&T licensing agreement and, in fact,

(subject to exceptions not relevant here) stated that the customer “may not assign or transfer a

Product separate from the applicable Agreement and License, and may not assign or transfer an

Agreement or a License.” DX7 at 4.

D. IBM’s History of Displacement and the Displacement Concerns Between the Parties

34.

Because BMC claimed that IBM fraudulently induced it into signing the 2015 OA,
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the parties devoted substantial attention to their prior course of dealings and each other’s subjective
understandings of the contract language, specifically section 5.4’s non-displacement language.
“Non-displacement has always been a contentious issue between BMC and IBM since 2008,”
Craig Dep. 49:15-49:16, in no small part because IBM had a general desire to replace BMC’s
software with its own at outsourced accounts. See Stanton Dep. 57:01-57:08. Thus, in addition
to reviewing the at-issue contracts, the court reviews the parties’ interpretative evidence, including
IBM’s prior displacement conduct, the negotiations leading up to the 2013 OA, IBM’s
displacement at AT&T through Project Swallowtail, the 2015 OA negotiations, and how IBM
talked about displacement, both internally and externally.

1. IBM Displaces BMC at Bank of Ireland

35. Before the instant dispute, BMC and IBM ran into issues over contractual non-
displacement restrictions over a decade ago involving a different mutual customer: Bank of Ireland
(“Bol”). See Trial Tr. 206:02—-06 Mar. 16, 2022 (Jones); Trial Tr. 14:21-15:08 Mar. 21, 2022
(Sweetman). As IBM’s John Sweetman tells it, Bol wanted to transition away from using BMC
software on its mainframe systems and toward IBM software. See Trial Tr. 15:01-17 Mar. 21,
2022 (Sweetman). At the time, IBM worked as Bol’s IT outsourcer; the MLA and a 2008-era
Outsourcing Attachment containing the same non-displacement language present in the 2015 OA
governed IBM’s relationship with BMC. [Id. 15:16-17 (Sweetman). See generally PX2.
Regarding that language, IBM’s John Stafford, in an internal e-mail, explained that the language
was “very clear” in limiting “what [IBM] [is] permitted or not permitted to do in situations where
we take over a client’s footprint.” PX460.

36. In late 2011 or early 2012, BMC caught wind that IBM, in its capacity as Bol’s IT

outsourcer, might be displacing BMC’s products with IBM’s own. See DX152 at 3. BMC
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executives e-mailed their counterparts at IBM raising concerns that IBM’s conduct contravened
the 2008 OA. Id. More than a year later, on March 19, 2013, BMC’s Chris Alexander, who served
as the IBM Strategic Account Manager, e-mailed BMC executives about IBM’s position on the
Bol displacement project. DX149 at 1. In his summation, “IBM asked Bol to uninstall all BMC
[software] before IBM came on . . . and took over,” a task that Bol only partially completed. Id.
Nevertheless, IBM “then argued that Bol solely and independently removed BMC products.” /Id.
IBM characterizes this e-mail as evidence of its “consistent[]” advisement of BMC that it believed
the non-displacement provision authorized customer-directed displacements, i.e., where the
mutual customer requests IBM to displace BMC’s products with its own products.'? See Dkt.
612-8 at 13—14; Trial Tr. 19:23-20:01, Mar. 21, 2022 (Sweetman) (Q: “Based on [these e-mails],
in IBM’s view, who was causing the displacement at Bank of Ireland?”” A: “The Bank of Ireland.”).
In any case, IBM conducted the Bol displacement without buying a license. Trial Tr. 36:21-37:10,
30:25-31:14, Mar. 21, 2022 (Sweetman).

2. The 2013 OA Negotiations

37. As Sweetman testified, BMC raised some of its concerns about IBM’s displacement
activities at Bol in the lead up to, and during, the negotiations surrounding the 2013 OA. Trial Tr.
20:05-07, Mar. 21, 2022 (Sweetman). Two weeks after Alexander’s e-mail, on March 31, 2013,

the parties executed the 2013 OA. PX3. Like the 2008 OA, the 2013 OA provided IBM several

12 The court notes that the e-mail does not squarely support IBM’s reading in two important

respects. First, BMC’s understanding that IBM “asked Bol to uninstall” its software—which
IBM’s quoted language neglected to acknowledge—suggests that IBM might have requested the
displacement, undermining IBM’s contention that Bol directed the displacement. Second, and
more importantly, the e-mail can also be read as evidence that IBM believed that the non-
displacement provision limited what it could do, but not what mutual, third-party customers may
do, which is consistent with both parties’ contemporaneous understanding of the non-displacement
language. DX149 at 1-3. In that sense, if IBM believed that it could serve as Bol’s agent in
conducting the displacement—the position it has adopted in this litigation with respect to BMC’s
fraudulent inducement claim—it would not have asked Bol to remove BMC’s products, itself.
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ways to use BMC’s products when serving as an IT outsourcer. For the option to “access and use”
a mutual customer’s BMC products for “no fee,” the 2013 OA included a nearly identical non-
displacement provision that prohibited IBM from displacing BMC’s products. Compare PX3 at 2
(“Customer agrees that while Customer cannot displace any BMC Customer Licenses with
Customer products, Customer may discontinue use of BMC Customer Licenses for other valid
business reasons . . ..”), with PX2 at 2 (“IBM agrees that while IBM cannot displace any Products
with IBM products, IBM may discontinue use of Products for other valid business reasons.”). The
2013 OA also included the same alternative path whereby IBM could purchase its own licenses—
which did not contain any displacement restrictions—for a discounted price instead of operating
under the BMC customer’s licenses for free. PX3 at 1-3; PX48 at IBM00078246 (IBM internal
guidance on 2013 OA explaining that “[w]here displacement is desired by the Client,” the “[c]ostly
[a]pproach” is to “[n]egotiate with BMC to acquire equivalent BMC licenses to be held by IBM
that do not include the restrictive language” contained in “client-licensed BMC products”); PX94
at IBM00081140 (IBM document explaining that if IBM wanted to displace a joint-customer’s
license then it needed to purchase its own license).

38. During the negotiations, IBM unsuccessfully sought to “remov][e] . . . all migration
restrictions,” i.e., the OA’s non-displacement provision. PX22 at 5; PX28 at 6 (noting that BMC
has “aggressively sought to enforce [the non-displacement] provisions” and that “executive
direction for renegotiation is to focus on removing the [non-displacement] restrictions”); PX30 at
1 (IBM employee internally stating, prior to the 2013 OA’s execution, that she “didn’t think [[BM
was] agreeing to another non-displacement clause — in fact I thought we agreed to negotiate out of
that”); PX34 at 1-3 (Sweetman e-mail noting that an “access and consent agreement . . . allows

IBM to access the software without a fee, but also bars IBM from displacing the BMC products
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with IBM products for the duration of our services agreement” and that this displacement
restriction “is being discussed in our worldwide negotiations with BMC but there is no change at
present to current arrangements.”).

39. While negotiating the 2013 OA, IBM even proposed adding contractual language
specifying that IBM was “not restrict[ed] . . . from executing on IBM customer requests with regard
to any decision to discontinue or displace as determined by the IBM customer.” PX475 at
IBM00061376. BMC, however, refused and “despite very senior level discussions amongst [the]
companies,” there was “no change on the non-displace.” PX37 at 3; PX33 (IBM internal guidance
noting that “BMC is not willing to remove current non-displacement language™); see also DX167
(e-mail from BMC’s Brian Jones stating “I have also updated the non-displacement language to
make sure it is the same as the 2008 agreement as agreed” by BMC’s and IBM’s then-negotiators);
DX164 at 2 (in response to IBM’s request to “remove or amend . . . the current non-displacement
language,” BMC responded that its “position is unchanged as it related to non-displacement”);
Craig Dep. 168:22—-169:13 (IBM wanted to get rid of the non-displacement provision, but BMC
would not agree to it without “additional consideration” which “would have cost [IBM] a hell of
a lot more money.”).

40. Within four days of executing the 2013 OA, IBM began strategizing internally
about how it “may cho[o]se to manage the non-displacement language overall as a business”
despite there being “no change on the non-displace.” PX37 at IBM00062682, 684; see also PX38
(internal IBM e-mail wherein IBM account executives discussed “put[ting] BMC to the test on the
additional non-displace restrictions); PX52 at IBM00063460 (“As migration projects get on, the
‘other valid business reason’ text from non displacement clause will need to be leveraged in

discussion [with] BMC.”); PX462 (e-mail from Bruno Hibert, the Vice President of Facilities and
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Software Infrastructures in IBM’s Strategic Outsourcing division, noting that “this reads as a great
‘test case’ for ‘other valid business reasons.’”’). Two months after the 2013 OA was signed, IBM
began carrying out its strategy to “manage” the non-displacement language, informing BMC that
it believed the non-displacement provision did not “clearly align” with “the intent and the
principles of US competition law.” See PX465 at IBM00077478—79. BMC immediately rebuffed
this claim, and BMC’s Brian Jones, an outsourcing executive, reminded IBM of the other options
it had under the OA to displace products. Id. at IBM00077476—78. IBM lawyers also drafted
what IBM employees referred to as the “BMC White Paper” regarding the “[p]lanning,
communication, and strategy relating to guiding IBM employees in the appropriate management
of specific vendor/competitor issues.” See PX80 at IBM00078423.

3. IBM Displaces at National Australia Bank

41. No later than August of 2013, and after the parties executed the 2013 OA, BMC
learned that IBM was involved in another displacement project involving a mutual (but longtime
BMC) customer, National Australia Bank (“NAB”). DX192 at 4—-6; DX193 at 1 (noting that NAB
informed BMC that IBM was “actively displacing the majority” of BMC’s software). On August
1, 2013, Andrew Wiltshire, BMC’s Sales Director in its GOSI division, e-mailed IBM personnel
asserting that IBM’s upcoming displacement of “up to 19 of the BMC tools at the NAB” directly
contravened the outsourcing attachment both parties had signed. /d. Though Wiltshire noted his
preference “to work to a commercial solution over a contractual one,” IBM evidently did not
respond within a week, and BMC’s Jones escalated the matter to his counterparts at IBM. Id.

42. As with Bol, IBM did not buy product licenses to perform the NAB displacement
project. Trial Tr. 36:21-37:10, 30:25-31:14, Mar. 21, 2022 (Swe